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ECONOMIC ASSISTANCE 
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The original scope of U.S. economic objectives was to promote reasonable 
economic viability in a wartime situation as well as forestall a signi- 
ficant decline in real income and a deterioration in its distribution 
such as to jeopardize our political purposes. In addition, aid was to 
be administered in a way that support would be provided to help the Khmer 
Government finance extraordinary wartime military expenditures. ; 


From the outset it was determined that, while U.S. aid would be an impor- 
tant factor in financing domestic wartime expenditures and in the mainte- 
nance of domestic economic stability, the principal burden for mobilizing 
domestic resources rested on the Khmer Government. Since U.S. economic 
support was not open-ended, this put an unusually high premium on their 
capacity to follow policies to mobilize domestic resources for war with- 
out so unstabilizing the economy as to bring political disaster. 


The results of the assistance rendered thus far, together with the actions 
of the Khmer Government, have been that the economy has survived but at 
some domestic cost to Cambodia. Economic assistance has furnished suffi- 
cient external resources to keep the economy going and keep real incane 
from deteriorating to a great extent. But there has been considerable 
inflation as the Khmer Government has had to rely heavily on deficit 
financing to mobilize domestic resources needed for expanding military 
forces. Coupled with a somewhat lower overall level of production and 
income, this has led to a shift in income distribution which is signifi- 
cant but the political implications of which are not easy to determine . 

1. Cambodia’s need for external resources 


Cambodia entered the war after several years of economic stagnation, 
but in relatively good economic shape . It had enj oyed recent bumper rice 
crops and had foreign exchange reserves of nearly 100 million dollars. 

Exports and imports were very nearly in balance. Just preceding current 
hostilities, Cambodia’s imports were about $110 million (1968-69). In 
the following two years they were cut in half. Much of the reason was 
dislocation caused by the advent of hostilities. Of equal importance was j 

the precipitous drop in Cambodia's export earnings and lack of foreign ex- \ " 

change to buy imports. Since that low point and as U.S. and other econanic 
aid programs got under way, the import level has revived and should be 
close to $100 million this year. That is probably an appropriate level to 
sustain the economy without undue strain. 
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2. GKR economic policy 

« 

Fran the beginning it was recognized that Khmer economic policy was of 
cardinal importance. Provision of economic assistance presupposed the 
GKR would take such measures as were necessary to maximize the useful- 
ness of assistance and, in addition, use its own foreign resources as 
well as seek international support. GKR monetary and fiscal policies 
were to be the primary policy tools for controlling the allocation of 
resources and the rate of inflation. 

The record is mixed. Given the situation it faced, the Cambodian Govern- 
ment has done well , particularly for a country which moved so swiftly 
from tranquillity to war. The GKR has generally followed a realistic 
exchange rate policy, although frequently reluctantly. Maintenance of 
a realistic exchange rate, requiring continuous devaluation as the rate 
of inflation continues, has maximized counterpart generations from aid 
and prevented those foims of corruption and waste which stem from over- 
valued currencies. We have made a realistic exchange rate a precondition 
of our assistance, and it is probably for this reason more than any other 
that the GKR has followed a realistic exchange rate policy. 

I 

In other areas of economic policy performance of the GKR has been weaker. 

In monetary and fiscal policy, we have relied on the IMF to provide advice 
to the GKR. Generally the IMF’s advice has been good, and in some degree 
the government has adhered to it. However, it has been reluctant, for 
example, to decrease or end subsidies for certain commodities and this has 
represented a budgetary drain. This drain has increased the budget deficit 
and helped fuel inflation. Likewise it has lagged behind in the recommen- 
dations of the IMF in the institution of new tax measures. 

It has been assumed that the rate of inflation should not increase (that 
is, not to exceed 40 to 50 percent) and should if possible decline. How- 
ever, this would require that the budget deficit be held in check, thereby 
restraining expenditures of increasing revenues, and that the inflationary 
impact of governmental expenditures be offset through appropriate monetary 
as well as fiscal policy measures. The IMF program was planned on the basis 
of slowing down the rate of monetary expansion from about 50 percent last 
year. It presupposed that the original budget deficit, 10 billion riels in 
1972, could and would be decreased to about 6 billion by a combination of 
price and tax measures. Instead, it seems that the budget deficit will be 
approximately 11 billion riels and the rate of monetary expansion in 1972 
over 30 percent rather than the 20-25 percent the IMF resident advisor felt 
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was possible if his recommendations were followed. Nonetheless, the 
rate of monetary increase is slowing somewhat, and is less than the 
increase in government borrowing from the Central Bank. 

3. Military expenditures 

While the amount of economic assistance is based on the need for external 
resources (the $100 million import level) , local currency proceeds from 
the commercial import program are provided the GKR as military budget 
support. In 1972 it had been estimated that about 7 billion riels would 
be thus provided, the GKR would raise roughly the same amount in revenues, 
and the budget would be in deficit by the same amount. Therefore the 
economic proceeds from the economic aid program provide financing for 
roughly one third of the GKR budget. It has been assumed that GKR fiscal 
and monetary policy vrould be such as to contain the inflationary impact 
of such deficit levels to tolerable proportions. 

The record here too is mixed. Military expenditures in 1972 are likely 
to be between 12.1 billion riels (IMF estimate) and 15.8 billion (latest 
GKR budget). In 1971 military expenditures were 10.9 billion and 5.9 
the year before. The rate of increase is slacking off since the great 
troop buildup has already occurred. However, expected expenditures 
this year will exceed original budget estimates. It is also not clear 
what additional expenditures will need to be borne by the GKR as its 
equipment level increases form MAP deliveries. It is likely that 0 § M 
costs (beyond those paid by MAP) will go up as the equipment level in- 
creases. A better fix is needed on future military expenditure levels 
and the relation of such expenditures to U.S. objectives, GKR economic 
policy, and economic assistance programs. 

4. Income levels and distribution 

Peering ahead a bit, a $100 million import level will sustain the economy. 
But it will not necessarily stop decline in income levels or, perhaps 
more importantly, prevent further skewing of incane distribution. Imports 
can maintain current consumption. However, while imported commodities 
can be substituted for domestic production lost because of the war, they 
won't provide income to those who formerly produced them in Cambodia. 
Earlier, it had been assumed that the economic assistance program would 
have to finance, as imports, commodities which had been produced in 
Cambodia. This proved generally not necessary;" It is clear it would not 
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be desirable except in limited and emergency cases. Instead it should 
be more desirable to structure the assistance program and Cambodian 
policy to the extent feasible to stimulate restoration of domestic pro- 
duction. This is difficult in a wartime situation, but not necessarily 
impossible. In any event, progress in this direction is a prerequisite 
towards redressing the shift in income distribution which, has occurred 
and in making some progress toward greater Cambodian self-sufficiency. 


SA/C : T. F . Olmsted 
September 21, 1972 





* 



CONFIDENTIAL 


Photocopy from Gerald R. Ford Library 


LIMITED OFFICIAL USE r , 

i 

i 

i 

. j 

CAMBODIA 

FISCAL § MONETARY SITUATION 
(will not add due to rounding - in billions of Riels) 


1970 a/ 1971 a/ 1972 b/ 1972 c/ 1972 d/ 1972 e/ 1972 f/ 


Expenditures 

11.4 

17.8 

23.9 

22.0 

26.4 

27.4 

30.6 

Military 

TO) 

(TO) 

(TO) 

(TO) 

(TO) 



Revenue 

4.7 

4.9 

6.7 

6.7 

7.4 

6.0 

7.8 

Deficit 

6.4 

TO 

1777 

TO 

20 

21.4 

20 

Covered g/ 

1.1 

1.6 

7.2 

7.0 

8.9 



Uncovered h/ 

5.5 

10.6 

10.0 

8.3 

11.1 

- 

• 

BNC claims on Govt i/ 

7.9 

18.5 


27.0 




Money Supply i/ — 

13.5 

20.5. 

- 

26.2 

- 

26.3 

_ 


a/ Source: IMF report based on GKR reports 

b/ GKR original 1972 budget 
^ » ' 

c/ IMF estimate in May 1972 ; based on IMF expenditure 
and revenue recommendations. 

d/ Revised GKR budget (August 1972) 

e/ AID estimate 

f/ AID estimate 

# 

g/ U.S. counterpart (SA and PL 480) and other sources 
h/ Borrowing from the Central Bank 
i/ End year 
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CAMBODIA 

External Situation 
($ millions) 



1971 

s 

1972 

1973 

Exports (fob) 

12.7 

7.0 

14.0 

Imports (fob) 

75.2 

94.1 

97.0 

Services (net) 

-10.7 

-24.4 

-21.5 

Goods § Services (net) 

-73.2 

-111.5 

-104.5 

Foreign Aid 

42.7 

99.0 

100.0 

Other * 

6.2 

4.3 

4.5 

Overall Deficit 

-24.3 

-8.2 

0.0 

Reserve Movement ** 

24.3 

8.2 

0.0 


* 



* Capital movements (non-aid) including refinancing, 
and errors and omissions. 

** Decrease + 
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